Indeed, if wages were the key factor in a firm's decision to invest abroad then one would expect that most firms would locate in the lowest-wage countries, yet these countries see little foreign investment. In fact, the 49 countries designated by the United Nations as the least developed (with an annual per capita GDP under $900) account for less than 1 percent of the foreign employment of U.S. foreign corporations.
One factor overlooked by the emphasis on wages is productivity. The labor cost of production depends not solely on the hourly wage a worker earns but also on how much the worker produces each hour. The productivity of workers in low-wage countries is typically lower than in high-wage countries. Other factors that are important determinants of foreign investment are the political stability of a country, the infrastructure, and the overall business climate.
Another factor driving a firm's decision to establish an overseas affiliate is access to local markets. One way to gauge the importance of market access is to look at the destination of the sales of foreign affiliates. Sixty-five percent of the sales of foreign affiliates of U.S. corporations went to the local market. An additional 24 percent of sales were shipped to other foreign countries, primarily in the local region. Only 11 percent of sales consisted of exports to the U.S. market.
Although the percentage of production in low-wage countries intended for the United States is typically higher than the 11 percent average, even in these countries the bulk of production is for the local market. For example, in 2001, 28 percent of the sales of U.S. affiliates in Mexico were exported to the United States, whereas 64 percent of the sales went to the local market.
In China, 71 percent of the production by U.S. affiliates was sold to the local market. This indicates that for some companies the attractiveness of investing in China is not the access to cheap labor but access to a billion consumers.
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